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October 31, 2003

Honorable Mayor and Members of the City Council
City of Rockville, Maryland

State law requires that all general purpose local governments publish within four months of the close of each
fiscal year a complete set of financial statements presented in conformity with generally accepted accounting
principles (GAAP) and audited in accordance with generally accepted auditing standards by a firm of licensed
certified public accountants. Pursuant to that requirement, we hereby issue the comprehensive annual financial report
for the City of Rockville, Maryland, for the year ended June 30, 2003.

This report consists of management’s representations concerning the finances of the City of Rockville.
Consequently, management assumes full responsibility for the completeness and reliability of all the information
presented in this report. To provide a reasonable basis for making these representations, management of the City of
Rockville has established a comprehensive internal control framework that is designed both to protect the
government’s assets from loss, theft or misuse and to compile sufficient reliable information for the preparation of the
City of Rockville’s financial statements in conformity with GAAP. Because the cost of internal controls should not
outweigh their benefits, the City of Rockville’s comprehensive framework of internal controls has been designed to
provide reasonable rather than absolute assurance that the financial statements will be free from material
misstatement. As management, we assert that, to the best of our knowledge and belief, this financial report is
complete and reliable in all material respects.

The City of Rockville’s financial statements have been audited by McGladrey and Pullen, LLP, a firm of
licensed certified public accountants. The goal of the independent audit was to provide reasonable assurance that the
financial statements of the City of Rockville for the fiscal year ended June 30, 2003, are free of material misstatement.
The independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; assessing the accounting principles used and significant estimates made by management; and
evaluating the overall financial statement presentation. The independent auditor concluded, based upon the audit, that
there was a reasonable basis for rendering an unqualified opinion that the City of Rockville’s financial statements for
the fiscal year ended June 30, 2003, are fairly presented in conformity with GAAP. The independent auditor’s report
is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City of Rockville was part of a broader, federally
mandated “Single Audit” designed to meet the special needs of federal grantor agencies. The standards governing
Single Audit engagements require the independent auditor to report not only on the fair presentation of the financial
statements, but also on the audited government’s internal controls and compliance with legal requirements, with
special emphasis on internal controls and legal requirements involving the administration of federal awards. These
reports are available in the City of Rockville’s separately issued Single Audit Report.

GAARP require that management provide a narrative introduction, overview, and analysis to accompany the basic
financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement MD&A and should be read in conjunction with it. The City of Rockville’s MD&A can be
found immediately following the report of the independent auditors.

The City of Rockville, Maryland, was incorporated in 1860. Its legal authority is derived from Article XI E of
the State Constitution and Article 23A of the Annotated Code of Maryland. Rockville has an estimated population of
52,401 and a land area of 13.50 square miles. According to the 2000 census, Rockville is the fifth largest city in
Maryland. The City has operated under the council-manager form of government since 1948. The City is a municipal
corporation where the City Council is comprised of a mayor and four at-large members, who are elected for two year
terms.

PROFILE OF THE GOVERNMENT

The City of Rockville is empowered to levy a property tax on both real and personal properties located within its
boundaries. It also is empowered by state statute to extend its corporate limits by annexation, which occurs
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periodically when deemed appropriate by the Mayor and Council. The Mayor and Council is responsible, among
other things, for passing ordinances, adopting the budget, appointing committeés, and hiring both the city manager
and attorney. The city manager is responsible for carrying out the policies and ordinances of the Mayor and Council,
for overseeing day-to-day operations of the government, and for appointing the heads of the various departments,

The City of Rockville provides a full range of services, including water, sewer, refuse, streets and drainage,
recreation and parks, police, planning and zoning, community development and community services. Schools,
libraries, social services and fire protection are provided by Montgomery County, Maryland.

The City Charter requires the city manager to submit a budget to the Mayor and Council at least one month before
the beginning of each fiscal year. In addition to the operating budget, a six-year capital improvements plan is presented
for the Council's review, Each department and agency prepares its own budget request for the city manager's review.
The Mavor and Council schedules and publishes advance notices of public hearings. The budget is approved in the form
of an dppropriations ordinance. During the year, the city manager has authority to transfer budgeted amounts between
departments within any fund, but changes in the total appropriation level for a given fund can be enacted only by the
Mayor and Council through a budger amendment ordinance.

As a management policy, budgetary control is maintained in the General, Special Revenue and Enterprise funds at
the character level within departments by the encumbrance of estimated purchase amounts prior to the release of
purchase orders to vendors. Purchase orders, which result in overruns of balances, are not processed until sufficient
appropriations are made available. In the Capital Projects Fund, similar procedures are followed, but the level of control
is‘at the project level. For all other funds, appropriation control 15 at the fund level

Budget-to-actual compansons are provided in this repont for each individual governmental fund for which an
appropriated annual budget has been adopted. For the general fund, this comparison is presented on page 52 as part of
the required supplementary information section for the governmental funds. For governmental funds, other than the
general fund, with appropriated annual budgets, these comparisons are presented on pages 53 and 57,

FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements 1s perhaps best understood when it is considered from the
broader perspective of the speeific environment within which the City of Rockville operates.

LOCAL ECONOMY

The City of Rockville currently enjoys a favorable economic environment and local indicators point to continued
stability. The region has a firm employment base that adds to the relative stability of the unemployment rate. Major
industries with headquarters or divisions located within the government’s boundaries or in close proximity include
computer hardware and software manufacturers, bio-tech and several financial institutions,

The city has an employed labor force of approximately 73,179, Rockville has experienced substantial
residential and commercial growth in recent years and this growth is expected to continue with the redevelopment of
the Town Cenier.

FY 2003 HIGHLIGHTS

* Following their election in November 2001, the Mayor and Council developed a strategic plan based on five
goals 1o be addressed during their term: a vibrant Town Center; better mobility; superior City services;
strengthened neighborhoods; and conmumity identity and pride.

® During the fiscal year, the public-private parinership was established for the development of the Town Center
as a mixed-use downtown of residential, office, retail, entertainment and restaurant space. The development will




include 184,000 square feet of restaurant and retail space, 665 to 775 dwelling units, a new regional library and a
cultural arts facility.

s The City continued to protéct neighborhoods and protect Rockville’s past by moving to designate as
“historie” more homes and properties that are 50 years and older.

® A pedesirian safety plan was established and various measures were taken to implement this plan, such as use
of speed indicator signs and the installation of cameras to discourage red-light runners.

* The City began the work of updating long-lerm plans for the East Rockville and Lincoln Park neighborhoods:
® During FY 2003, nearly 200,000 square feet of new retail space was built, including: Clyde’s Restaurant on
Preserve Parkway (22,000 square feet); and Village Center at Fallsgrove (140,000 square feet).

* Approximately 900,000 square feet of new office space was constructed during the year, including Foulger
Pratt Metro Plaza (220,000 square feet); 1 Research Court (116,000 square feet); 2099 Gaither Road (130,000
square feet); and 3 Irvington Center at the King Farm (240,000 square feet),

* A total of 1,366 residential units were constructed during the vear, including 135 single-family units, 301
townhouse units and 930 multifamily units. The bulk of the units were constructed at King Farm and
Fallsgrove.

s The City sold tax-exempt bonds in the amount of 328 million during the year. About half of this amount was
used to refund existing debt in order to achieve a lower interest rate.  The interest rate for the 20-vear bonds for
new projects was 3.27 percent and the rate for the 10-year refunding bonds was 1.92 percent, These excellent
rates will result in total savings of $1.7 million on the refunded debt over a 10-year period.

CASH MANAGEMENT

The City believes strongly in making the best possible use of idle cash resources. Essentially, all cash (other than
that in the pension fund) is pooled into one operating account. Matunity mixes in investment portfolios are staggered to
assure that funds are available as needed to meet dishursement requirements as well as to take advantage of market
fluctuations in order to maximire financial return within the parameters of acceptable risk. Interest earned by the City's
gencral mvestment portfolio totaled 5363,302 for an average rate of return of 1.16 percent. The average daily investment
portfolio was $31,.447,605. The Principal Mutual Life Insurance Company manages the pension fund assets, which
earned 51,925,430 or 3.94% in fiscal vear 2003,

To further enhance its cash management program, the City maintains a comprehensive banking services agreement
with SunTrust Bank, Maryland. Services provided include a concentration account for automatic investment of idle
funds, zero balance and controlled disbursement accounts, wire transfer services; fullv automated account reconciliations,
and automated lockbox operations (payment processing for utility bills and red-light camera violations). The
concentration of accounts enables the City to fulfill its policy objective of ensuring that all depesits are collateralized or
msured.

RISK MANAGEMENT

The City is a member of the Montgomery County self-insurance plan. The City s msured for comprehensive
general liability, including errors and omissions. comprehensive auto liability, property damage for the vehicular fleet,
fidelity bond coverage and worker's compensation, up to $6 million on a per claim basis, with an aggregate deducuble
plan of 56 million per year.

PENSION AND OTHER POSTEMPLOYMENT BENEFITS

The City of Rockville sponsors a single-emplover defined benefit pension plan and one defined contribution
plan for its employees. Each year, an independent actuary engaged by the pension plan calculates the amount of the
annual contribution that the City of Rockville must make to the pension plan to ensure that the plan will be able to
fully meet its obligations to retired employees on a timely basis. As a matter of policy, the City of Rockville,
Maryland fully funds each year's annual required contribution to the pension plan as determined by the actuary,




The City of Rockville also provides postretirement health benefits for certain retirees and their dependents. As
of the end of the current fiscal year, there were 34 retired employees receiving these benefits, which are financed on a
pay-as-you-go basis. GAAP do not require governments to report a liability in the financial statements in connection
with an employer’s obligation to provide these benefits.

Additional information on the City of Rockville’s pension arrangements and postemployment benefits can be
found in Notes 3 (c) and 3 (d) to the financial statements and in the required supplementary section, page 51.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Rockville for its comprehensive annual financial report
(CAFR) for the fiscal year ended June 30, 2002. This was the 13th consecutive year that the government has achieved
this prestigious award. In order to be awarded a Certificate of Achievement, a government must publish an easily
readable and efficiently organized comprehensive annual financial report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program's requirements and we are submitting it
to the GFOA to determine its eligibility for another certificate.

In addition, the government also received the GFOA’s Distinguished Budget Presentation Award for its annual
budget document for the fiscal year beginning July 1, 2003. In order to qualify for the Distinguished Budget Presentation
Award, the government’s budget document was judged to be proficient in several categories, including as a policy
document, a financial plan, an operations guide and a communications device.

This report could not have been prepared without the dedicated cooperation of the entire staff of the Finance
Department. Special recognition is extended to Fran Jablonski, Tim Peifer, Susan Lander, Wanda Roelkey, Jen Frank,
Whitney Coleman, Nancy Zombolas and Carlton Barclay for the sense of commitment they displayed throughout the
preparation process. We also would like to express our appreciation to the Mayor and Council for their interest and
support in planning and carrying out the City’s financial operations in a responsible, progressive fashion.

Respectfully submitted,
W. Mark Pe Donna J. Boxer David B. Rowland
City Manager Director of Finance Controller
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